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The MPC cut the policy rate to 1%, ahead of market 
expectations: signals a prolonged low-rate stance, with 
further easing conditional on downside risk. 
 
The MPC voted 4 to 2 to cut the policy rate from 1.25% to 1.0%, citing the need to 
ease financial conditions, relieve SME and household debt burdens, anchor medium-term inflation 
expectations, and support business adaptation amid a shifting global order. Meanwhile, the two dissenting 
members voted to maintain the policy rate, viewing the 1.25% level as already appropriate for prevailing 
economic and financial conditions. 
Overall, the MPC views the policy rate at 1% as sufficient and consistent with the economic outlook. In this 
meeting, the committee placed greater emphasis on medium-term financial stability risks associated with  
a low-interest rate environment and the need to preserve remaining policy space under elevated uncertainty. 
It reiterated that structural problems require a policy mix and cannot be resolved by policy interest rate 
alone. 
 
The MPC views the Thai economy as fragile, with inflation facing downside 
risks. 

• The MPC assesses that the Thai economy is likely to expand more than previously projected, 
but will still remain significantly below its potential. Growth is expected at around 2.0%YOY in 
2026 and 2027, meaningfully below the BOT’s estimated potential growth rate of 2.7%YOY, with  
a clearly K-shaped recovery pattern. SME growth is expected to remain below pre-COVID-19 levels, 
while labor income growth is expected to decelerate. 

• On trade policy, the MPC expects increased uncertainty surrounding the U.S. tariffs. In the near 
term, U.S. tariffs are likely to ease modestly, though the U.S. administration may invoke authorities 
under Sec. 232 (national security-related products) and Sec. 301 (unfair international trade practices) 
to raise tariffs again. The FY2027 budget delay risk has diminished, given improving prospects for 
government formation.  

• Inflation faces increased downside risks, driven by both lower energy prices and government cost-
of-living subsidy measures. Headline inflation is projected to return to the lower bound of the target 
range in H2/2027, later than previously assessed in H1/2027. In addition, demand-side inflation 
pressure remain limited, in line with an economy growing below its potential. 

 
SMEs are facing tight financial conditions, both in terms of access to credit 
and the appreciation of the Thai baht. 

• SMEs continue to face high financial costs, while credit has been contracting persistently.  
The BOT finds that despite cumulative policy rate cuts of 125 bps, new loan rates for micro-SMEs 
have actually risen by 150 bps over the past 15 months. This reflects rising credit risk among small 
businesses and tighter bank lending standards.  
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• Baht appreciation has further tightened financial conditions for exporters through FX conversion 
losses. A BOT analysis finds that exporting SMEs in exchange rate–sensitive sectors — such as 
agriculture, agro-processing, and textiles and garments — saw a significant profit decline in 2025 
during the baht appreciation episode. 

 
The MPC views the policy rate at 1%  as “sufficient” to support the 
economy under limited policy space. 

• The MPC assesses that a policy rate of 1% is sufficiently accommodative, consistent with the 
economic outlook and the need to preserve policy space. The effective lower bound remains 
0.50% — equivalent to the COVID-era floor — leaving 50 bps of conventional space in reserve for 
severe downside scenarios. 

• The MPC will monitor risks to financial stability in a low- interest rate environment. In this 
meeting, the committee discussed two key issues as follows: 

o Search-for-yield behavior stemming from low deposit interest rates: investments in riskier 
assets have increased since the first rate cut in October 2024. However, the MPC does not 
view this as concerning at present. 

o Credit misallocation: ultra-low rates could increase the number of zombie firms through 
lower financing costs, or encourage large firms to channel borrowing into low-productivity 
activities. Nevertheless, such risks may not yet be a major concern, given the continued 
caution of financial institutions. 

• The MPC emphasized that Thailand’s structurally low growth cannot be addressed by monetary 
policy alone. A low interest rate is only one tool to facilitate the economy’s adjustment toward 
stronger growth. Economic policies to enhance competitiveness, along with targeted financial 
measures, will be critically important. 

 

IMPLICATIONS 
SCB EIC expects the MPC to hold the rate at 1% as long as the economy 
does not deteriorate beyond the current forecast  

• At 1%, the real policy rate is approaching zero — close to its historical average and a moderately 
accommodative level that still preserves medium-term financial stability 

• Compared to the non-crisis easing cycle of 2012 (Figure 1), the current easing cycle has already 
moved at a relatively fast pace. 

o The factor prompting the MPC’s first rate cut in the current easing cycle—from 2.5% 
to 2.25%—was its assessment that Thailand’s growth potential had declined 
significantly compared with the pre-COVID-19 level. The MPC therefore recalibrated the 
policy rate downward to align with this lower potential growth. In addition,  
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Thai households and SMEs remained highly fragile. Meanwhile, pressures from U.S. tariff 
barriers emerged only after the easing cycle had already begun. 

o The current easing cycle therefore represents a gradual relaxation of financial 
conditions in line with Thailand’s economic context. The current weakness is 
characterized by domestic fragilities and external pressures from tariffs and geopolitics 
rather than an acute demand collapse during the COVID crisis, meaning rates may not need 
to reach the crisis level. 
 

• The emphasis on structural reform policies and targeted financial measures may signal that 
the MPC has, to a considerable extent, already utilized the interest rate tool. Further continuous 
rate cuts may not materially resolve Thailand’s economic challenges and could affect the 
effectiveness of monetary policy transmission. Meanwhile, the BOT is increasingly coordinating with 
the government to address Thailand’s economic issues, through targeted financial measures aimed 
at supporting households (Figure 2) and SMEs (Figure 3). 

 

Regarding the monetary policy outlook, SCB EIC assesses that the policy rate will remain at 1.0% 

for some time. Further cuts remain possible, but only if the economy undershoots the current forecast 

— in which case the priority would be to reduce financial costs, alleviate debt burdens, and push inflation 

back toward the target band. At the same time, greater emphasis will be placed on targeted financial 

measures for vulnerable sectors—namely households and SMEs—in addressing Thailand’s economic 

challenges. 

 
Figure 1: Thailand’s current easing cycle has proceeded at a relatively faster pace compared 
with the 2012 easing cycle. 
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Figure 2: Developments in household debt relief measures. 

 
Figure 3: Examples of measures to enhance SMEs’ access to credit. 

 
Disclaimer: This article is made by The Siam Commercial Bank (“SCB”) for the purpose of providing information and analysis on ly. Any information and analysis herein are collected and 
referred from public sources which may include economic information, marketing information or any reliable information prior to the date of this document. SCB makes no representation or 
warranty as to the accuracy, completeness and up-to-dateness of such information and SCB has no responsibility to verify or to proceed any action to make such information to be accurate, 
complete, and up-to-date in any respect. The information contained herein is not intended to provide legal, financial or tax advice or any other advice, and it shall not be relied or referred 
upon proceeding any transaction. In addition, SCB shall not be liable for any damages arising from the use of information contained herein in any respect 
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